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1. Summary of Significant Accounting Policies 
 

A. Accounting Practices 
        

The financial statements of York Insurance Company of Maine (“Company”) are presented on the basis of 
accounting practices prescribed or permitted by the Maine Bureau of Insurance. 
 
The Company recognizes only statutory accounting practices prescribed or permitted by the State of Maine in 
reporting the financial condition and results of operations of an insurance company, for determining its solvency 
under the Maine Insurance Law.  The National Association of Insurance Commissioners’ (NAIC) Accounting 
Practices and Procedure manual (NAIC SAP) has been adopted as a component of prescribed or permitted 
practices by the Maine Bureau of Insurance.  
 
A reconciliation of the Company’s net income and capital and surplus between NAIC SAP and practices 
prescribed and permitted by the State of Maine is shown below: 

 
State of 

Net Income Domicile December 31, 2012 December 31, 2011
Net income, state basis ME 1,463,998$              879,055$                
State Prescribed practices: (Income)
State Permitted practices: (Income)
Net income, NAIC SAP 1,463,998$              879,055$                

Surplus
Statutory surplus, state basis ME 44,976,342$            35,615,861$           
State Prescribed practices: (Surplus)
State Permitted practices: (Surplus)
Statutory surplus, NAIC SAP 44,976,342$            35,615,861$           

Year ended and as of

 
B. Use of Estimates in the Preparation of the Financial Statements 

 
The preparation of financial statements in conformity with Statutory Accounting Principles requires management 
to make estimates and assumptions that affect the reported assets and liabilities. It also requires disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and 
expenses during the period. Actual results could differ from those estimates. 

 
C. Accounting Policies 

 
Premiums are generally earned pro-rata over the period the coverage is provided.  Unearned premiums reserves 
represent the portion of premium written which is applicable to the unexpired term of the policies in force. The 
unearned premium reserve is computed by pro-rata methods for direct, assumed and ceded business.  

 
Expenses incurred in connection with acquiring new business, including such acquisition costs as sales 
commissions, are charged to operations as incurred.  Expenses incurred are reduced for ceding allowances 
received or receivable.  

 
In addition, the Company uses the following accounting policies: 

 
1. Investment grade short-term investments are stated at amortized cost.  Non-investment grade short-term 

investments are stated at the lower of amortized cost or fair value. 
2. Investment grade bonds, not backed by other loans, are stated at amortized cost using the scientific interest 

method.  Non-investment grade bonds with NAIC designations of 3 through 6 are stated at the lower of 
amortized cost or fair value. 

3. The Company does not have Common Stock investments. 
4. Preferred Stock investments are stated in accordance with the guidance provided in SSAP No. 32. 
5. The Company does not have mortgage loans. 
6. Investment grade loan-backed securities are stated at amortized value. Non-investment grade loan-backed 

securities are stated at lower of amortized cost or fair value.  The retrospective adjustment method is used to 
amortize all securities, excluding the structured securities below AA category which is amortized 
prospectively. 

7. The Company does not have any investments in insurance or non-insurance subsidiaries.  
8. Investments in limited partnerships, if any, are carried at the underlying audited GAAP equity value of the 

investee or at fair value. 
9. The Company does not have derivative investments. 
10. The Company utilizes anticipated investment income as a factor in the premium deficiency calculation. 
11. Unpaid losses and loss adjustment expenses include an amount determined from individual case estimates 

and loss reports and an amount, based on past experience, for losses incurred but not reported.  Such 
liabilities are necessarily based on assumptions and estimates and while management believes the amount is 
adequate, the ultimate liability may be in excess of or less than the amount provided.  The methods for 
making such estimates and for establishing the resulting liabilities are continually reviewed and any 
adjustments are reflected in the period such estimate is determined. 

12. The Company has not modified its capitalization policy from the prior period. 
13. The Company does not write major medical insurance with prescription drug coverage.   
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2. Accounting Changes and Corrections of Errors 

 
During 2011, the NAIC adopted Statement of Statutory Accounting Principles No. 101 – Income Taxes, A 
Replacement of SSAP No. 10R and SSAP No. 10 (“SSAP 101”).  SSAP 101 is effective January 1, 2012 and includes 
the same calculation for limitation of DTA admissibility as SSAP 10R for insurers that maintain a minimum of 300% 
of their authorized control level RBC computed without net deferred tax assets.  The Company exceeded the 300% 
minimum RBC requirement at December 31, 2012 and 2011.  SSAP 101 also changes the recognition and 
measurement criteria for contingent tax liabilities.  Management has evaluated SSAP 101 and finds that it had no 
material effect on the results of operations for 2012. 
 
During the current year's financial statement preparation, the Company discovered an error in the compiling and 
reporting of current and deferred taxes that are related to prior year financial statements.  The misstatements are related 
to federal income taxes. Federal income taxes include both the effects of return to provision differences resulting from 
the filing of 2011 tax return, as well as corrections of the December 31, 2011 net deferred tax asset.  The following 
reflects the impact of the correction on net income, total assets and total liabilities as presented in the December 31, 
2011 financial statements: 

 

Total Admitted 
Assets

Total Capital 
and Surplus

Total Liabilities 
and Capital and 

Surplus
Net Income 

(Loss)

December 31, 2011 as reported 35,644,772$   35,615,861$ 35,644,772$   879,055$           

Federal income tax recoverable (12,725)           (12,725)         (12,725)           (12,725)$            

Change in admitted deferred tax asset (2,886)             (2,886)           (2,886)             

Total Prior Year Restatement (15,611)           (15,611)         (15,611)           (12,725)              

December 31, 2011 Adjusted 35,629,161$   35,600,250$ 35,629,161$   866,330$            
 
In the December 31, 2012 statutory financial statements, these misstatements were reported as adjustments to the 
beginning statutory surplus. 
 

 
3. Business Combinations and Goodwill 
 

A. Statutory Purchase Method 
 

Not applicable. 
 

B. Statutory Merger 
 

Not applicable. 
 
C. Impairment Loss 
 

Not applicable. 
 
4. Discontinued Operations 
 

Not applicable. 
 
5. Investments 
 

A. Mortgage Loans, including Mezzanine Real Estate Loan – Not applicable. 
B. Debt Restructuring – Not applicable. 
C. Reverse Mortgages – Not applicable. 
D. Loan-Backed Securities: 

 
1. Description of sources used to determine prepayment assumptions. 

 
For RMBS Loan Backed Securities, prepayment assumptions are obtained using Andrew Davidson & Co's 
Loan Dynamics model. CMBS Loan Backed Securities are protected against prepayments therefore any cash 
flow variability is driven mostly by defaults and recovery, not prepay optionality. 

 
 Not applicable. 
 

2. Other-than-temporary impairment, (“OTTI”), for loan-backed securities recorded during the year because 
the Company had either the intent to sell the securities or the inability or lack of intent to retain. 

 
Not applicable. 

 
3. For each security, by CUSIP, with a recognized OTTI, currently held by the reporting entity, as the present 

value of cash flows expected to be collected is less than the amortized cost basis of the securities: 
 
Not applicable. 
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4. All impaired securities (fair value is less than cost or amortized cost) for which an OTTI has not been 
recognized in earnings as a realized loss (including securities with a recognized OTTI for non-interest 
related declines when a non-recognized interest related impairment remains): 

 
a) The aggregate amount of unrealized loss December 31, 2012: 

 
URA Loss    URA Loss  

 Less than 12 months   Greater than 12 months  
               -0-                                        -0-                                     

 
 

b) The aggregate related fair value of securities with unrealized losses as of December 31, 2012: 
 

Fair Value   Fair Value  
 Less than 12 months   Greater than 12 months  

-0-                                                   -0- 
 

5. Criteria that impairments are OTTI:  
 
Management regularly reviews the Company’s fixed-maturity and equity security portfolios to evaluate the 
necessity of recording impairment losses for other-than-temporary declines in the fair value of investments.  
In evaluating potential impairment, management considers, among other criteria: (i) the overall financial 
condition of the issuer; (ii) the current fair value compared to amortized cost or cost, as appropriate; (iii) the 
length of time the security’s fair value has been below amortized cost or cost; (iv) specific credit issues 
related to the issuer such as changes in credit rating, reduction or elimination of dividends or non-payment of 
scheduled interest payments; (v) whether management intends to sell the security and, if not, whether it is 
more likely than not that the Company will be required to sell the security before recovery of its amortized 
cost basis; (vi) specific cash flow estimations for certain mortgage-backed and asset-backed securities; and 
(vii) current economic conditions.  If an OTTI is determined for a fixed-maturity security, and management 
does not intend to sell and it is more likely than not that it will not be required to sell the security before 
recovery of cost or amortized cost, the credit portion is included in the statement of income in net realized 
investment gains (losses) and the non-credit portion is included in unassigned surplus.  The credit portion 
results in a permanent reduction of the cost basis of the underlying investment and the security is amortized 
to the expected recovery amount.  The determination of OTTI is a subjective process and different 
judgments and assumptions could affect the timing of loss realization.  (viii) Management implemented a 
threshold policy on impairments, whereby any individual security with a loss under $10,000 is deemed to be 
immaterial and will not be impaired. 

 
E. Repurchase Agreements and/or Securities Lending Transactions – Not applicable. 
F. Investments in Real Estate – Not applicable. 
G. Investments in Low-income Housing Tax Credits – Not applicable. 

 
6. Joint Ventures, Partnerships and Limited Liability Companies 
 

A. Investment greater than 10% of Admitted Assets  
 
Not applicable. 
 

B. Impaired investment in Joint Ventures, Partnerships and LLCs  
 
Not applicable. 

 
7. Investment Income 
 

A. Due/Accrued Investment Income 
 
 The Company did not non-admit any investment income. 
 
B. Amounts Non-admitted 

 
Not applicable. 

 
8. Derivative Instruments 
 

The Company does not have derivative instruments. 
 
9. Income Taxes  

 
The application of SSAP No. 10R, Income Taxes - Revised, A Temporary Replacement of SSAP No. 10, requires a 
company to evaluate the recoverability of deferred tax assets and to establish a valuation allowance if necessary to 
reduce the deferred tax asset to an amount which is more likely than not to be realized. Considerable judgment is 
required in determining whether a valuation allowance is necessary, and if so, the amount of such valuation allowance. 
In evaluating the need for a valuation allowance, the company considers many factors, including (1) the nature of the 
deferred tax assets and liabilities; (2) whether they are ordinary or capital; (3) the timing of their reversal; (4) taxable 
income in prior year carry back years as well as projected taxable earnings exclusive of reversing temporary 
differences and carry forwards; (5) the length of time that the carry forwards can be utilized; (6) unique tax rules that 
would impact the utilization of the deferred tax assets; and (7) any tax planning strategies that the company would 
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employ to avoid a tax benefit from expiring unused although realization is not assured, management believes it is more 
likely than not that the deferred tax assets, net of valuation allowances, will be realized. The Company does have a 
valuation allowance as of December 31, 2012 and 2011.  
 
A. The comments of the net deferred tax asset/liability at December 31 are as follows: 
 

(1)

Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total
(a) Gross deferred tax assets 2,453                        14,509                      16,962                      1,029            92,895   93,924          1,424            (78,386)  (76,962)         
(b) Statutory valuation allowance adjustments -                                -                                -                                -                    -             -                    -                    -             -                    
(c) Adjusted gross deferred tax assets (1a - 1b) 2,453                        14,509                      16,962                      1,029            92,895   93,924          1,424            (78,386)  (76,962)         
(d) Deferred tax assets nonadmitted -                                14,509                      14,509                      -                    92,895   92,895          -                    (78,386)  (78,386)         
(e) Subtotal Net Admitted Deferred Tax Asset (1c - 1d) 2,453                        -                                2,453                        1,029            -             1,029            1,424            -             1,424            
(f) Deferred tax liabilities 9,673                        -                                9,673                        -                    -             -                    9,673            -             9,673            
(g) Net admitted deferred tax asset/(Net Deferred Tax Liability) (1e - 1f) (7,220)                       -                                (7,220)                       1,029            -             1,029            (8,249)           -             (8,249)           

ChangeDecember 31, 2012 December 31, 2011

 
 

During 2011, the NAIC adopted Statement of Statutory Accounting Principle No. 101 – Income Taxes, A 
Replacement of SSAP No. 10R and SSAP No. 10 (“SSAP 101”).  SSAP 101 is effective January 1, 2012 and 
includes the same calculation for limitation of DTA admissibility as SSAP 10R for insurers that maintain a 
minimum of 300% of their authorized control level RBC computed without net deferred tax assets.  The Company 
exceeded the 300% minimum RBC requirement at December 31, 2012 and December 31, 2011 and expects to 
exceed this minimum throughout 2013.  SSAP 101 also changes the recognition and measurement criteria for 
contingent tax liabilities.  Management has evaluated SSAP 101 and believes it will have no material effect on the 
results of operations for 2013 and beyond. 

 
(2)

Admission Calculation Components SSAP No. 101 Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total
(a)

-                                -                                -                                6,989            -             6,989            (6,989)           -             (6,989)           
(b)

-                                -                                -                                -                    -             -                    -                    -             -                    

 

(1) Adjusted Gross Deferred Tax Assets Expected to be 
Realized Following the Balance Sheet Date -                                -                                -                                -                    -             -                    N/A N/A -                    

(2) Adjusted Gross Deferred Tax Assets Allowed per 
Limitation Threshold 6,747,534                 6,747,534                 3,936,529     3,936,529     N/A N/A 2,811,005     

(c)

(7,220)                       -                                (7,220)                       (5,960)           -             (5,960)           (1,260)           -             (1,260)           
(d)

(7,220)                       -                                (7,220)                       1,029            -             1,029            (8,249)           -             (8,249)           

Change

Deferred Tax Assets Admitted as the result of application of SSAP 
No. 101 Total ( 2(a) + 2(b) + 2(c ) )

December 31, 2011December 31, 2012

Federal Income Taxes Paid in Prior Years Recoverable Through 
Loss Carrybacks

Adjusted Gross Deferred Tax Assets Expected to be Realized 
(Excluding The Amount of Deferred Tax Assets From 2(a) above) 
After Application of the Threshold Limitation. (The Lesser of 
2(b)1 and 2(b)2 Below)

Adjusted Gross Deferred Tax Assets (Excluding the Amount of 
Deferred Tax Assets From 2(a) and 2(b) above) Offset by Gross 
Deferred Tax Liabilities

 
 

(3)
2012 2011

(a)

6482.21% N/A
(b)

44,976,342   -                    

Ratio Percentage Used to Determine Recovery Period and 
Threshold Limitation Amount

Amount of Adjusted Capital and Surplus Used to Determine 
Recovery Period and Threshold Limitation in 2(b)2 Above  

 
(4)

Impact of Tax Planning Strategies Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total
(a) Adjusted Gross DTAS -                    -             -                          

(%of Total Adjusted Gross DTAs) 0.00% 0.00% 0.00%       
(b) Net Admitted Adjusted Gross DTAs -                    -             -                          

(%of Total Net Admitted Adjusted Gross DTAs) 0.00% 0.00% 0.00%        
(c) The Company's tax planning strategies did not include the use of reinsurance-related tax planning strategies.

December 31, 2012 December 31, 2011 Change

 
 
B. Unrecognized DTLs 

 
Not applicable. 

 
C. Current tax and change in deferred tax: 
 

(1) Current income tax:  

December 31, 2012 December 31, 2011 Change  

(a) Federal 355,470                    346,683                    8,786                        
(b) Foreign -                                -                                
(c) Subtotal 355,470                    346,683                    8,786                        
(d) Federal income tax on net capital gains 173,520                    (6,026)                       179,546                    
(e) Utilization of capital loss carryforwards -                                
(f) Other (711)                          (194,333)                   193,622                    
(g) Federal and foreign income taxes incurred 528,278                    146,324                    381,954                     
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and 
liabilities are as follows: 

 
(2) Deferred tax assets:

December 31, 2012 December 31, 2011 Change
(a) Ordinary:

(1) Discounting of unpaid losses -                                -                                -                                
(2) Unearned premium reserve -                                -                                -                                
(3) Policyholder reserves -                                
(4) Investments 2,407                        148                           2,259                        
(5) Deferred acquisition costs -                                
(6) Policyholder dividends accrual -                                
(7) Fixed assets & Intangibles 46                             46                             -                                
(8) Compensation and benefit accrual -                                
(9) Pension accrual -                                
(10) Receivables - nonadmitted -                                
(11) Other Assets - Nonadmitted -                                -                                -                                
(12) Net operating loss carry-forward -                                -                                -                                
(13) Tax credit carry-forward -                                
(14) Deferred Rent -                                
(15) Other (including items <5% of total ordinary tax assets) -                                835                           (835)                          
(99) Subtotal 2,453                        1,029                        1,424                        

(b) Statutory valuation adjustment -                                -                                -                                
(c) Nonadmitted -                                -                                -                                
(d) Admitted ordinary deferred tax assets ( 2a99 - 2b - 2c ) 2,453                        1,029                        1,424                        

(e) Capital
(1) Investments 13,516                      18,418                      (4,902)                       
(2) Net capital loss carry-forward -                                -                                -                                
(3) Real estate -                                -                                -                                
(4) Other (including items <5% of total capital tax assets) -                                -                                -                                
(5) Unrealized capital losses 993                           74,477                      (73,484)                     
(99) Subtotal 14,509                      92,895                      (78,386)                     

(f) Statutory valuation adjustment -                                -                                -                                
(g) Nonadmitted (14,509)                     (92,895)                     78,386                      
(h) Admitted capital deferred tax assets ( 2e99 - 2f - 2g) -                                -                                -                                

(i) Admitted deferred tax assets (  2d + 2h ) 2,453                        1,029                        1,424                        

(3) Deferred tax liabilities:

December 31, 2012 December 31, 2011 Change
(a) Ordinary

(1) Investments (9,673)                       -                                (9,673)                        
(2) Fixed assets -                                -                                -                                
(3) Deferred and uncollected premiums -                                -                                -                                
(4) Policyholder reserves -                                
(5) Discount of accrued salvage and subrogation -                                
(6) Other (including items <5% of total ordinary tax liabilities) -                                
(99) Subtotal (9,673)                       -                                (9,673)                       

(b) Capital 
(1) Investments -                                -                                -                                
(2) Real estate -                                -                                -                                
(3) Other (including items <5% of total capital tax liabilities) -                                -                                -                                
(4) Unrealized capital gains -                                
(99) Subtotal -                                -                                -                                

(c) Deferred tax liabilities ( 3a99 + 3b99 ) (9,673)                       -                                (9,673)                       

(4) Net deferred tax assets/liabilities ( 2i-3c ) (7,220)                       1,029                        (8,249)                        
 

The change in net deferred income taxes is comprised of the following (this analysis is exclusive of non-admitted 
assets as the Change in Non-admitted Assets is reported separately from the Change in Net Deferred Income 
Taxes in the surplus section of the Annual Statement): 

 
December 31, 2012 December 31, 2011 Change

Total deferred tax assets 16,962                      93,924                      (76,962)                     
Total deferred tax liabilities (9,673)                       -                                (9,673)                       
Net deferred tax assets/liabilities 7,289                        93,924                      (86,635)                     
Statutory valuation allowance adjustment -                                -                                -                                
Net deferred tax assets/liabilities after SVA 7,289                        93,924                      (86,635)                     
Tax effect on unrealized gain/(losses) (993)                          (74,477)                     73,484                      
Statutory valuation allowance adjustment allocated to unrealized (+) -                                -                                -                                
Tax effect of SSAP No. 3 adjustments 11,623                      (11,623)                     
Change in net deferred income tax [(charge)/benefit] 6,296                        31,070                      (24,774)                     

SSAP No. 3 Impact Current Deferred Total
Loss Reserves -                                -                                -                                
Investement (12,725)                     12,458                      (267)                          
Fixed Assets and Intangibles -                                -                                -                                
Net Operating Loss -                                -                                -                                
Other -                                (835)                          (835)                          
Valuation Allowance -                                -                                -                                
Total SSAP No. 3 Adjustments (12,725)                     11,623                      (1,102)                        
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D.     Reconciliation of Federal Income Tax Rate to Actual Effective Rate: 

  
The provision for federal and foreign income taxes incurred is different from that which would be obtained by 
applying the statutory federal income tax rate to income before income taxes.  The significant items causing this 
difference are as follows: 

 
Description December 31, 2012 Effective Tax Rate

Provision computed at statutory rate 697,297                       35.00%

Tax-Exempt Interest (125,931)                     -6.32%
Dividends Received Deduction (41,408)                       -2.08%
Proration 25,101                         1.26%
Meals & Entertainment -                                  0.00%
Change in Statutory Valuation Allowance Adjustment -                                  0.00%
Change in nonadmitted assets -                                  0.00%
Prior Year True Up (1,972)                         -0.10%
State Tax Expenses -                                  0.00%
Foreign Tax Expenses 0.00%
Others (2)                                0.00%
Total 553,084                       27.76%  

 
Federal and Foreign Income Taxes incurred 354,759                       17.81%  
Tax on Realized Capital Gains/(Losses) 173,520                       8.71%  
Change in net deferred income taxes 24,774                         1.24%  
Total statutory income taxes 553,052                       27.76%   

 
E. Operating Loss and Tax Credit Carryforwards 

 
(1) At December 31, 2012, the Company has no unused net operating loss carryforwards available to offset 

against future taxable income. 
 

At December 31, 2012, the Company has no capital loss carryforwards. 
 
At December 31, 2012, the Company has no AMT credit carryforwards. 
 

(2) The following is income tax expense for 2011 and 2012 that is available for recoupment in the event of future 
net losses: 

 
Year Ordinary Capital Total
2011 -                                 -                                 -                                 
2012 -                                 -                                 -                                 
Total -                                 -                                 -                                  

 
(3) The Company did not have any protective tax deposits under Section 6603 of the Internal Revenue Code. 

 
 

F. Consolidated Federal Income Tax Returns 
 

Tower Group, Inc. "TGI"
Tower Risk Management Corp. "TRM"
Tower Insurance Company of New York "TICNY"
Tower National Insurance Company "TNIC"
Preserver Group, Inc. "PGI"
Preserver Insurance Company "PIC"
North East Insurance Company "NEIC"
North Atlantic Underwriters, Inc.
Mountain Valley Indemnity Company "MVIC" [January 1, 2012 to February 1, 2012]
Ocean II Corp.
Ocean I Corp.
CastlePoint Bermuda Holdings, Ltd. "CPBH"
CastlePoint Management Corp. "CPM"
CastlePoint Reinsurance Company, Ltd. "CPRe"
CastlePoint Insurance Company "CPIC"
CastlePoint Florida Insurance Company "CPFL"
Hermitage Insurance Group, Inc. "HIG"
Hermitage Insurance Company "HIC"
Kodiak Insurance Company "KIC"
Specialty Underwriters' Alliance, Inc. "SUA"
CastlePoint National Insurance Company "CNIC" (fka SUA Insurance Company)
SUA Insurance Services, Inc.
CastlePoint Risk Management of Florida, Corp. "CRMFL"
Massachusetts Homeland Insurance Company "MHLIC"
York Insurance Company of Maine "YICM"  

 
(2) The method of allocation among companies is subject to a written agreement, approved by the Board of 

Directors.  Allocation is based upon separate return calculations with current credit for any not operating losses 
or other items utilized in the consolidated tax return. 
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G. Federal or Foreign Income Tax Loss Contingencies 

 
The Company has no tax loss contingencies for which it is reasonable possible that the total liability will 
significantly increase within twelve months of the reporting dates. 

 
10.  Information Concerning Parent, Subsidiaries and Affiliates 

 
A. Nature of Relationships 

 
During 2012, CastlePoint National Insurance Company (“CNIC”) sold 9% of its shares of the common stocks of 
the Company to Preserver Insurance Company (“PIC”), its affiliate.  The Company is now owned by CNIC and 
PIC that are ultimately owned by, Tower Group, Inc. (“TGI”), a Delaware holding company. 
 

B. Detail of Transactions Greater than 1/2 % of Admitted Assets 
 
On December 18, 2012, the Company received additional paid-in capital of $7,900,000 from PIC and PIC became 
a minority owner of the Company with 9% share.     
 

C. Change in terms of Inter-company Arrangements 
 
The Company did not change its methods of establishing terms regarding affiliate transactions during the period 
ended December 31, 2012. 
 

D. Amounts Due to/From Related Parties 
 
At December 31, 2012, the Company reported $2,370,268 due from the parent, subsidiaries, and affiliates. The 
terms of the settlement require that these amounts are to be settled within 90 days. 
 

E. Guarantees or Contingencies for Related Parties 
 
The Company has not entered into any guarantees or undertakings for the benefit of any affiliate. 
 

F. Management, Service Contracts, Cost Sharing Arrangements 
 
The Company entered into a 100% quota share reinsurance agreement to cede in-force new and renewal business 
effective July 1, 2010 with an affiliate, North East Insurance Company (“NEIC”) for Personal lines and assume 
from Mountain Valley Indemnity Company (“MVIC”) for Commercial lines effective January 1, 2012, under the 
terms of which, will pay, receive, or provide services for, all of the Company’s non-investment expenses, both 
underwriting and non-underwriting for no fee or cost as long as the reinsurance agreement is in effect.  The 
Company has a Service & Expense Agreement with its affiliate, NEIC, for any necessary services to be 
performed by NEIC on behalf of the Company, which are not covered under the quota share reinsurance 
agreement. 
 

G. Nature of Relationships that Could Affect Operation. 
 
The Company is owned by the affiliates of TGI.  
 

H. Amount Deducted from the Value of an Upstream Intermediate Entity – Not applicable. 
I. Detail of Investment in Affiliates Greater than 10% of Admitted Assets – Not applicable. 
J. Write-down for Impairment of Investment in Affiliates – Not applicable. 
K. Foreign Insurance Subsidiary Value Using CARVM – Not applicable. 
L. Downstream Holding Company Value Using Look-Through Method – Not applicable.  

 
11. Debt 
 

A. The Company does not have any outstanding debt or capital notes. 
B. The Company does not have any Federal Home Loan Bank (“FHLB”) agreements. 

 
12. Retirement Plans, Deferred Compensation, Post Employment Benefits, Compensated Absences and Other Post 

Retirement Benefit Plans  
 

A. The Company does not sponsor a defined benefit plan. 
B. The Company does not sponsor a defined contribution plan. 
C. The Company does not sponsor a Multiemployer plan. 
D. Tower Group, Inc. offers a 401(k) Savings Plan for the benefit of its employees.  The Plan matches 50% of each 

participant’s contribution up to 8% of the participant’s contribution. 
E. The Company does not accrue for Post-employment Benefit and Compensated Absences. 
F. Impact of Medicare Modernization Act on Post-retirement Benefits – Not applicable. 

 
13. Capital and Surplus, Dividend Restrictions and Quasi-Reorganizations 
 

A. Capital Stock, Authorized, Issued and Outstanding 
 

The Company has 60,000 shares of common stock authorized at a par value of $100 each and 31,250 shares issued 
and outstanding. 
 

B. Dividend Rate of Preferred Stock 
 

The Company does not have preferred stock issued and outstanding. 
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C. Dividend Restrictions 
 

Without prior approval of its domiciliary commissioner, dividends to the shareholders are limited by the laws of 
the Company’s state of incorporation, Maine, to $ 0. 
  

D. Dividends Paid 
 

The Company did not pay any dividends to its shareholders during the twelve months ending December 31, 2012. 
 

E. Restrictions to Unassigned Funds (Surplus) 
 

Within the limitations of (C) directly above, there are no other restrictions placed on the portion of Company’s 
profits that may be paid as ordinary dividends to the Company’s stockholders. 
 

F. Restrictions to Unassigned Funds (Surplus) 
 

The Company does not have restrictions placed on its unassigned funds (surplus). 
 

G. Surplus Advances of Mutual Company 
 
The Company is not a mutual Company. 
 

H. Stock of the Company and or Affiliated Entities Held for Special Purposes 
  

The Company does not hold stocks of affiliated companies for special purposes. 
 

I. Changes in Special Surplus funds 
 
The Company does not have unassigned funds (surplus) segregated into special surplus funds. 
 

J. Change in Unassigned Funds 
 

The portion of unassigned funds (surplus) affected by unrealized loss is $43,672 at December 31, 2012.  
 

K. Surplus Notes 
 

The Company has not issued any Surplus Debentures. 
 

L. Impact of the restatement in a quasi-reorganizations  
 

The Company has not made any restatements due to quasi-reorganizations. 
 

M. Effective date of a quasi-reorganizations 
 

The Company does not have quasi-reorganizations effective in the prior 10 years. 
 
14. Contingencies 
 

A. The Company does not have contingent commitments. 
B. There are no known assessments that could have a material financial effect on the Company as of December 31, 

2012.   
C. The Company did not record any gain contingencies. 
D. The Company did not have any claims related to extra contractual obligation and bad faith losses stemming from 

lawsuits. 
E. The Company does not have product warranties. 
F. Various claims may have been made against the Company in the normal course of its business.  The Company 

was not a party to any material litigation or arbitration other then routinely encountered in claims activity, none of 
which is expected by management to have an material adverse effect on the Company’s financial condition and/or 
cash flow as of December 31, 2012. 

 
15. Leases 
 

A. Lessee’s Leasing Arrangement 
 

Not applicable. 
 

B. Lessor’s Leasing Arrangements 
 

Not applicable. 
 
16. Information about Financial Instruments with Off-Balance Sheet Risk and Financial Instruments with 

Concentration of Credit Risk 
 

The Company does not have financial instruments with off-balance sheet risk or financial instruments with 
concentration of credit risk. 
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17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 

 
A. Transfer of Receivables Reported as Sales – Not applicable. 
B. Transfer and Servicing of Financial Assets – Not applicable. 
C. Wash Sales – Not applicable. 

 
18. Gain or Loss to the Insurer from Uninsured Plans and the Uninsured Portion of Partially Insured Plans 
 

A. Administrative Services Only (ASO) Plans – Not applicable. 
B. Administrative Services Contract (ASC) Plans – Not applicable. 
C. Medicare or Other Similarly Structured Cost Based Reimbursement Contracts – Not applicable. 

 
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 
 

The Company does not have managing general agents or third party administrators to produce direct premium. 
 

20. Fair Value Measurements 

A. Inputs used for assets and liabilities measured at Fair Value in the statement of financial position after initial 
recognition 

 
Assets Measured at Fair Value in the statement of financial position at the reporting date and the sources of the 
fair value measurements. 
 

(1) Fair Value Measurements at 12/31/2012
Description (Level 1) (Level 2) (Level 3) Total

a. Assets at fair value
Perpetual Preferred stock
         Industrial and Misc -                  -                  
         Parent, Subsidiaries and Affiliates -                  
                  Total Perpetual Preferred Stocks -                  -                  -                  -                  

Bonds
         U.S. Governments -                  
         Industrial and Misc 396,644 396,644           
         Hybrid Securities -                  
         Parent, Subsidiaries and Affiliates
                  Total Bonds -                  396,644           -                  396,644           

Common Stock
         Industrial and Misc -                  
         Parent, Subsidiaries and Affiliates -                  -                  
                  Total Common Stocks -                  -                  -                  -                  

Derivative assets
         Interest rate contracts
         Foreign exchange contracts
         Credit contracts
         Commodity futures contracts
         Commodity forward contracts
                  Total Derivatives -                  -                  -                  -                  

Separate account assets
Total assets at fair value -                  396,644           -                  396,644           

b. Liabilities at fair value
Derivative liabilities

Total liabilities at fair value -                  -                  -                  -                   
 

 
1. For assets and liabilities held at the reporting date, the amounts of any transfers between Level 1 and Level 

2 of the fair value hierarchy, the reasons of the transfers, and the reporting entity's policy for 
determining when transfers between levels are recognized. Transfers into each level shall be disclosed 
and discussed separately from transfers out of each level. 

 
The Company had no transfers between Level 1 and level 2 of the fair value hierarchy. 
 

2. For fair value measurements categorized within Level 3 of the fair value hierarchy, a reconciliation from 
the opening balances to the closing balances disclosing separately changes during the period attributable to 
the following: 
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a. Total gains or losses for the period recognized in income and surplus. 
b. Purchases, sales and settlements. 
c. The amounts of any transfers into and out of Level 3, the reasons for those transfers and the reporting 

entity's policy for determining when the transfers between levels are recognized. Transfers into Level 
3 shall be disclosed and discussed separately from transfers out of level 3. 

 
The Company had no Level 3 assets valued at fair value at 12/31/12 or 12/31/11. 

 
3. A reporting entity shall disclose and consistently follow its policy for determining when transfers between 

levels are recognized.  The policy about the timing of recognizing transfers shall be the same for transfers 
into Level 3 as that for transfers out of Level 3.  Examples of policies for when to recognize the transfers 
are as follow: 

 
(a) The actual date of the event or change in circumstances that caused the transfer. 
(b) The beginning of the reporting period. 
(c) The end of the reporting period. 

 
No transfers were made between levels during the reporting period. 

 
4. For fair value measurement categorized within Level 2 and Level 3 of the fair value hierarchy, SSAP No 

100, Fair Value Measurements, require a reporting entity to disclose a description of the valuation 
technique(s) and the inputs used in the fair value measurement.  A reporting entity might disclose the 
following: 

 
a. Quantative information about the input, for example, for certain debt securities or derivatives, 

information such as, but not limited to prepayment rates, rates of estimated credit losses, interest rates 
(for example the LIBOR swap rate) or discount rates and volatilities. 

 
b. The nature of the item being measured at fair value, including the characteristics of the item being 

measured that are considered in the determination of relevant inputs.  For example, for residential 
mortgage-backed securities, a reporting entity might disclose the following: 

 
1. The types of underlying loans (for example, prime loans or sub prime loans). 
2. Collateral. 
3. Guarantees or other credit enhancements. 
4. Seniority level of the tranches of securities. 
5. The year of issue. 
6. The weighted-average coupon rate of the underlying loans and the securities. 
7. The weighted-average maturity of the underlying loans and the securities. 
8. The geographical concentration of the underlying loans. 
9. Information about the credit ratings of the securities. 

 
 In regards to item #4 a and b: 
 

The valuation technique used for fair value measurement is the Market approach. No change in 
technique was made during the reporting period. 
 
Independent pricing services such as IDC or NAIC prices are used for the fair valuation of assets 
categorized as Level 2. 
 
There were no assets categorized as Level 3 at the reporting date. 

 
c. How third-party information such as broker quotes, pricing services, net asset values and relevant 

market data was considered in measuring fair value. 
 

When measuring fair value, the Company process to validate the market prices obtained from the 
outside pricing sources include, but are not limited to, periodic evaluation of model pricing 
methodologies, the availability of observable inputs, market activity or liquidity.  In circumstances 
where quoted market prices are unavailable, the Company utilizes fair value estimates based upon 
other observable inputs including matrix pricing, benchmarking interest rates, market comparables 
and other relevant inputs or based on unobservable inputs if observable inputs are not available. 

 
5. For derivative assets and liabilities, the reporting entity shall present both of the following: 

 
a. The fair value disclosures by paragraph 1 and 2 above on a gross basis. 
b. The reconciliation disclosures required by paragraph 2, 3 and 4 on either a gross or a net basis. 

 
In regards to item #5 a and b: 
 
The Company does not have investments in derivatives. 

 
B. Other Fair Value Disclosures. 

 
Not applicable. 
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C. Fair Value for All Financial Instruments by Level 1, Level 2 and Level 3. 
 

Type of Financial Instrument
Aggregate Fair 

Value
Admitted 

Assets (Level 1) (Level 2) (Level 3)

Not 
Practicable 

Carrying Value

Financial Instruments- assets 

Bonds - Schedule D- Part 1 35,025,863$     33,329,107$   -$                 35,025,863$     -$                 

Redeemable Preferred Stock 4,575,235         4,519,487       4,575,235         

Perpetual Preferred Stock -                   -                   -                   -                   

Common Stocks -                   -                   -                   -                   

Mortgage Loans -                   -                 -                   -                   -                   

Cash, Cash equivalent & Short term investments 528,240            528,240          528,240            

Other Invested assets (carried at FV)  ** 1,959,164         1,959,164       1,959,164         

Receivable for securities 1,898,645         1,898,645       1,898,645         

Total Assets 43,987,147$     42,234,643$   6,534,399$       37,452,748$     

Financial Instruments- Liabilities -                   -                 -                   -                   

Total Liabilities

** Other invested asset - Merit  LP Fund is reported at net  asset  value which is Fair Value.  
 

D. Reasons Not Practical to Estimate Fair Value. 
 

Not applicable. 
 

21. Other Items 

A. Extraordinary Items – Not applicable. 
B. Troubled Debt restructuring for Debtors – Not applicable. 
C. Other Disclosures  

 
Assets with the carrying value of $3,231,079 and $3,515,855 at December 31, 2012 and December 31, 2011, 
respectively, were on deposit with government authorities or trustees as required by law. 

 
D. Uncollected Premium Balances - The management of the Company assigns the collectability of these receivables 

under 100% quota share agreement for settlement of its obligation to pay for cession under the agreement to 
NEIC.  Based on experience, amounts which may become uncollectible are expensed through operations by 
NEIC.   

E. Business Interruption Insurance Recoveries – Not applicable. 
F. State Transferable and Non-transferable Tax Credits – Not applicable. 
G. Subprime Mortgage - related Risk Exposure – Not applicable. 

 
22. Event Subsequent 

 
                Type I. Recognized Subsequent Events 

 
On April 25, 2012, Tower Group, Inc. (“Tower”) entered into an agreement to invest approximately $75 million 
to acquire a 10.7% stake in Canopius Group Limited (“Canopius Group”), a privately owned Lloyd’s insurance 
holding company domiciled in Guernsey, Channel Islands.  Tower also entered into an agreement dated April 
25, 2012 under which Canopius Group committed to assist Tower with the establishment of a presence at 
Lloyd’s of London (subject to required approvals) and granted Tower an option (the “Merger Option”) to 
combine with Canopius Holdings Bermuda Limited (“Canopius Bermuda”).   

On August 20, 2012, Tower closed on its acquisition of a 10.7% stake in Canopius Group and paid $74.9 
million. 

On July 30, 2012, Tower announced that it exercised the Merger Option and executed an Agreement and Plan 
of Merger with Canopius Bermuda pursuant to which a wholly-owned subsidiary of Canopius Bermuda will 
acquire all of Tower’s common stock.  Before the merger can be effective, Tower will require an affirmative 
vote by its stockholders and approval from the Board of Directors.  It is also a condition of closing that 
Canopius Group sell its interest in Canopius Bermuda prior to the closing of the pending merger.Tower  
currently anticipates the closing of the merger to take place in March 2013. 

Upon consummation of the Merger, Canopius domiciled in Channel Islands will become the ultimate 
controlling person and the Company will be deemed under foreign control. 

                Type II. Non-recognized Subsequent Events  
 
    None.  
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23. Reinsurance (000’s omitted) 
 

A. Unsecured Reinsurance Recoverables that exceed 3.0% of policyholders surplus are as follows: 
 

 

NAIC Code Federal ID# Reinsurer Amount
21970 23-1502700 OneBeacon Insurance Company 11,285

Total $ 11,285  
 
 

B. Reinsurance Recoverable in Dispute: 
 

 None. 
 

C. Reinsurance Assumed and Ceded: 
   

 

(1)
Premium 
Reserve

Commission 
Equity

Premium 
Reserve

Commission 
Equity

Premium 
Reserve

Commission 
Equity

a. Affiliates $ 0 $ 0 $ 25,647        $ 4,927          $ (25,647)        $ (4,927)        
b. All Other 0 0 178             0 (178)             0
c. TOTAL $ 0 $ 0 $ 25,825        $ 4,927          $ (25,825)        $ (4,927)        

d. Direct Unearned Premium Reserve $ 25,643        

Assumed Reinsurance Ceded Reinsurance Net

 
  
 (2)  Not applicable. 
 
 (3)  Not applicable. 
 

D. Uncollectible Reinsurance: 
 

 The Company did not write-off reinsurance recoverable balances during the twelve months of 2012. 
 

E. Commutation of Ceded Reinsurance: 
 

 None. 
 

F. Retroactive Reinsurance: 
  

 The Company has not entered into any retroactive reinsurance contracts. 
 
G. Reinsurance Accounted for as a Deposit: 

 
 The Company does not have reinsurance contracts accounted for as deposits. 
 
H. Disclosures for the Transfer of Property and Casualty Run-off Agreements 

 
None. 

 
I. Certified Reinsurer Downgraded or Status Subject to Revocation 

 
 Not applicable. 
 

24. Retrospectively Rated Contracts & Contracts Subject to Redetermination 
 

Not applicable. 
 

25. Change in Incurred Losses and Loss Adjustment Expenses 
 

The Company has a 100% quota share agreement with its affiliate, NEIC along with a 100% Quota Share arrangement 
with its former parent OneBeacon for all the commercial lines of business incepted before July 1, 2010 and therefore, 
does not report any net incurred loss and loss adjustment expense. 
 

26. Inter-Company  Pooling Agreements 
 

The Company has a 100% quota share agreement with NEIC and cedes 100% of the gross premium.  The Company 
does not assume any premium from NEIC.  NEIC will pay, or provide services for, all of the Company’s non-
investment operations, both underwriting and non-underwriting, for no fee or cost as long as the reinsurance agreement 
is in effect.  The Company also has a 100% quota share agreement with its former parent OneBeacon for all the 
commercial lines of business that incepted before July 1, 2010.  The Company does not reflect any net underwriting 
results.  Amounts due are settled in cash and or investments with NEIC and or NEIC’s affiliated Pool members. 

 
27. Structured Settlements 
 

A. Reserves Release due to Purchase of Annuities 
 

Not applicable. 
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B. Annuity Insurers with Balance due greater than 1% of Policyholders’ Surplus 

 
Not applicable. 

 
28. Health Care Receivables 
 

A. Pharmaceutical rebate receivables – Not applicable. 
 

B. Risk sharing receivables – Not applicable. 
 

29. Participating Policies 
 

Not applicable. 
 
30. Premium Deficiency Reserves 
 

The Company does not have any premium deficiency reserves as of December 31, 2012 or December 31, 2011. 
 

31. High Deductibles 
 

Not applicable. 
 

32. Discounting of Liabilities for Unpaid Losses or Unpaid Loss Adjustment Expenses 
 

The Company did not reflect any discounting of net liabilities for unpaid losses or unpaid LAE.  Pursuant to the terms 
of the intercompany reinsurance agreement with NEIC, any direct liability would have been 100% ceded to NEIC. 

 
33. Asbestos/Environmental Reserves 
 

The Company does not have exposure to asbestos or environmental claims. 
 
34. Subscriber Savings Accounts 
 

The Company does not have subscriber savings account. 
 

35. Multiple Peril Crop Insurance 
 

The Company does not have multiple peril crop insurance. 
 
36. Financial Guaranty Insurance 
 

The Company does not write financial guaranty insurance contracts. 
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